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It represents ourrent thinking by one group of 
'epesialista in CIA. and is designed for use by 
others engaged on similar or overlapping studies. 
Tin opinions expressed herein may be revised before 
final and official publication. It is intended 
§el«ly Tor the Information of the addressee and not 
For further diacominationo 
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SECTION I. SUMMARY OF FAR EAST TREND8 AND DEVELOPMENTS 

Japan*# trade with China proper expected to remain at low level, whereas 
its trade with Chinese doing business in Southeast Asia is promising (page 2). 

Coeiing Japanese eleotions will probably refleot a growing political 
strength of the Japanese Communist Party (page 2) o 

The announced completion of Soviet troop withdrawal from North Korea 
will not diminish substantially Soviet, influence in or oontrol over that 
area (page 8). 

• * «[./ , • * * | . • / *-v'.r J ^ v ' ■ 

Police measures are now considered necessary' to spur lapsing rice collect- 
ions in the Republio of Korea (page 8)» 

Inactivity characterised China's battlofronts during the past week (page 
4 )' while attention shifted to Fu Tso-yi's personal peace offensive (page 4). 
Meanwhile. Chiang 'Eai-shek announced in his New Year's address that he is 
willing to negotiatB peace at 'his' prioe (page S) 9 and called a meeting of 
top provincial and military leaders in a bid for a vote of confidence (page S)° 
In Sink ng Province, Chiang Kai-shek has appointed a pro-Soviet governor 
(page 8). Prior to Chiang* s New Year's speech, the Chinese -ormnunists broad- 
oast that they will not permit Kuomintang participation as ‘a Party in the 
Communist- oontrol led government to he established for all of China in 1949 
(page ?)<» 

The Dutch are adopting conciliatory taotios in Indonesia (page 9)0 

In Indochina breakdown of the Frenoh-sponsored Xuan Government appears 
possible (page 9)0 

In Burma the political and economic situation is likely to deteriorate 
further in 1^49 (pAge 10 ) o 

The Philippine Government has begun 1949 by instituting import oontrol 
and a managed monetary system (page 10 )» 
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In suooeeding sections of this Vfeeklyj $he following marginal notation -is^ 
used* ■ .. K 

(1) "A", *B*. or -C» —important in B/TE*s opinion of the item, with 
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JAPAN (Cont e ) 

Inaugurated hy fur left-wing fcdiltjti holdin g 22 loner boose tad i 
tapper boo— Piet ee at p . tom frien dly reception acoorded t-.-* new per 
the Communists may presage cooperation b e twe en the two groups'. «ft«f 
elections o Snob e •coalition** if it epnonte to that, will etill bo 
only a minor g ro u p of the Diet* 


rrrryr? 


Province where* it is believed, these troops mill form a 
reserve which could bp re-deployed into North Korea with g^aV x^piMlyo 
Soviet vivmm* m? WJiad a atrong Co«unist organ^ion. &jver, 
it ia probable that a limited number of Soviet personnel, loth military 
and civilian, have remained in North Korea in order to assure the eontin- 
q mo e of the ties between the government of North Korea and the USSR. 


TfTFfvfe ^**7ym 


Cfa 29 Deoeaber Korean offloials reported that the 

maent riee collection program bad aohieved only 32.2 peroent of the 

final goal* T he Agriculture Minister now admits that the "voluntary* 
program baa been a failure and the g overn m e n t baa decided to exert force 
to speed collections. However, previous experience in Kerea by de mons 
etrated that if the bulk of the rice it not collected ty r JUmary, It 
mill have disappeared in illicit channels. It now appeal cwrtOn that 
the g overnme n t will fail to collect norm than 30 percent of the quota, 
which will result in widespread economic unrest and further inflation. 
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provincial auxiliary currency and growing independence of provincial 
defence units. Virlfcwal autonony within the National Government orbi t 
i* apparently the flr»t objective* Ho w e v er , in the e vchf’of theTbomplete 
collapM O? tanking, "attempts will probably be made to IfPeW^a wbrHhg 
agreement with ^Anwniste ^oae influence in parte ; r^rar 
is believed already too strong to be suppressed by local element!. 

Liberal elements in the province will probably consider it to their 
■ ; * * eolnsiutto# • national officials, including 

old warlords, during the changeover period. 

C cBBssnaii ta predict Communist-controlled governme nt of China in e.e 

1649. A Chinese Conraunist broadcast ol* Si Oecember rejected in advahbi 
v&xtever peace pro j ?bgalB mightbeoffered in CHIANG Kai-shek :' b tew"’ ^ 

Tear Message, and made clear that the Kuomintang as a party wilT 1 not 
be included in the "coalition government" promised for 1949 c The 
broadcast summarizes an editorial of 50 December, "exposing the peace 
intrigues of the reactionary party," and calling upon "the Chinese 
people the Chinese Communist Party" to "work hand in hand to eradicate 
all reactionary elements and oust American imperialism fromChiha." , . 

The editorial stated that Communist armies, during 1949, will 
push south of the Yangtze, and the Communists "will oall a political 
consultative conference from which all reactionary parties will be 
exoluded." Thereafter, the Communists will take the lead in forming 
a central ooalition government," to be participated in by "various 
democratic parties and people’s organizations" which are already allied 
with the Communist Party* Although the editorial does not so state, 
it remains probable that a large number of Nationalist functionaries, 
as individuals rather than as .Kuomintang representatives, will continue 
to function in the Communi st-con trolled "ooalition,.* 

Soviet Embassy strengthens its staff, returns dependents to China . "C*‘ 
Por several months the USSR has been removing from China the depend ente 
of Soviet representatives in Nationalist territory. Recent additions 
to the USSR’s offices in Nanking and Shanghai include 20 Soviet officials, 

23 wives, and 12 children. The new officials, some of whom have already 
given distinguished service in China, will undoubtedly strengthen the 
Soviet representation. The return of non-essential dependents to 
Nanking and Shanghai may indicate that the USSR no longer anticipates 
any great violence in the turnover of those cities to the Chinese 
Communists. 


Explosive Inflation again struck Nationalist China last w eek as 
uncontrolled note issue stimulated the sharpest prioe spiral of 1948 u 
The 50-fold rise in prices and value of the US dollar since 1 September, 
1948 approximately equals the increase during the first eight months 
of 1948. Despite reduced Government expenditures caused by the loss 
of North China, the Northeast and many armies, and the contracting 
area of Geld Yuan circulation, the note issue has risen to at least 
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Ot IB blUHo, Reduced tax revenues and anticipation of *J Communist 
yleto#S»linl wlirfaluc the Gold Tuan. Consequently tremendous 
inflationary pressures hare formed which the Gore rumen t eannot ease 
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Dutch adopting e cralllatorytacttce la Indonesia . ’71th the close of "A* 
Dutch police act! cm against the Republic, the Netherlands is preparing to 
adopt a mere conciliatory attitude on the Indonesian pr<ftp|.enu This changed, 
acre liberal viewpoint, nor that Dutch alms hare been aeccopllehed by use of 
force, is an obvious effort to allay world opinion and to ala the cooperation 
of influential Indonesian nationalist leaders. It say also reflect considerable 
pressure from left-wing groups in Holland. The Netherlands Premier and the 
Dutch Ambassador to London are making a special trip to Indonesia to expedite 
establishment of the Joint Dutch-Indoneslan interim go v e r nm e nt . The Dutch 
have already suggested that 1® GTC Delegate Cochran intercede for them with 
Republican leaders, whose cooperation they consider vital for the eucoess of 
the interim govern m ent and for containment of guerrilla activities. In another 
effort to win Indonesian support the Dutch may consider the removal of High 
Commissioner Beel, who was also in a position of authority in the Netherlands 
during the Dutch police action of July 1 % 7 * 

The Dutch policy will bo regarded with suspicion in Indonesia where no 
Republican leader could muster enough popular support to fora an effective 
government warm he to accent Dutch tens. Another strong deterrent to immediate 
collaboration is the relatively strong international support which the Republic 
has attracted. Tide same factor will no doubt cause other Indonesian leaders 
to hesitate before accepting positions under the Dutch. 


rNDOCHTfA 


° f i* 1 * saggEBfc, p-pif 

Trench TCLgh Commissioner PJLgnon'a belief that the question of Vietnamese for- 
eign affairs is the major stumbling block to the return of former emperor 
Bao Dsi to Indochina, it is doubtful that the ourrent conversations in Baris 
will decisively strengthen the Vietnam Central Provisional Government of 
President loan. The inactivity and disunity of the Vietnam delegation at the 
recent Dalat economic conference; the necessity for Xuan'a g ov ernme nt to deny 
rumors of Caodaist (a strong religious movement) abandonment of loan; Presi- 
dent Xuan' e denial of his reported intention to remodel the government before 
"the return of Bao Dai"; Xuan'a insistence that his family accompany him 
even on a short official trip to Paris; and finally the resignation of three 
outstanding members of the Provisional Gov e r nme nt, all underline the possibil- 
ity of an imminent breakdown of the Xuan Government. The immediate reason 
for the resignations of these leaders apparently stems from dissension within 
the go ver n m ent over the distribution of authority among the ministries and 
the regional governors. This, however, is probably secondary to the failure 
of the Xynn Government to effect a mftre rapid realisation of the French plan 
for Bao Dai' a restoration as emperor. 
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Political and •counts condition* is Burma are llksly to |poos?a proCTwselve- 
ly vont during 2M9* ImAncwh and tto la royn ay of ppvlspl disaffected 
p o Ht j— l el— mats continues unabated in Banco on and throughout moat of the 
c ountry. Owen — ait military efforts to restore law end order arc still 
often half-hearted and Ineffective* There are no indications that the delloate 
Karen Minority problem mill be eat tied in the foreseeable future, and it is 
believed that may Karens mill fight If they are not granted a separate state 
through eur rea at negot iations. The already truncated Anti-Faaolst Peoples* 
yreodns league (AFPFL), the G ov ernmen t party, recently lost more support 
with the disaffiliation of the All-Burma Tooth league. The authority of the 
AFPFL G ov e rn m e nt extends only over limited areas of the country. Furthermore 
no effective leadership has developed front any political group* 

Beoaosdo prospoots for the coming peer are no brighter than the politioalo 
Burma's financial position, Both internally and exte r n ally, is expected to 
Pentiums to deteriorate. Bice exports for 1948 fell eons 270,000 tons short 
of the original target, largely because of insurgent activities, and dll 
probably miss the 1949 target by an even greater margin. All major saw mills 
may have to oloee down in the near future because of insurgent interference 
with the extraction and tr ans por t ation of teak logs. Furthermore, the Govern- 
ment's nationalistic policies nay force the Burmh Oil Company and various 
British enterprises to suspend operations. Since doe, teak and 

minerals are Burma's major exports, the economic Iobs through suoh develop- 
ments is obvious. An additional problem dll be created by eossiderabls un- 
employment whioh in turn is likely to create additional unrest. The breakdown 
of transportation dll increasingly interfere dth domestic commerce and 
preve nt badly needed oonsumer goods from reaching many areas of Burma in 
sufficient quantities. 

As the French Minister to Burma reoently stated, “While things in Europe 
have beam serious they have seldom been desperate, but in Burma things are 
always desperate, but seldom serious 


Philippines begins Import control and managed monetary system. The " 
P hili ppi n es has iegun l&y by implementing two, long-planned eoonSklo 
me asu r es , ft i 28 Deoedber, President Tuirino issued an executive order carry- 
ing out legisla tio n passed In June 1948 for the control of Inports of luxuries 
and non-essentials. On 3 January, the Central Bade opened for business. 

Both of these measures were recommended with some degree of urgency by the 
Joint Fhllipplne-Ajnerican Finance Commission In June 1947 as logical steps 
in making the Philippine economy leas dependent upon the Its. 
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HMHW (inirtlnull) 

V* yqp— a of tort oaM la to aw w m the c omet eactreordiasry 
daMer Immm tot aonetwatlrs aae. the wwMw crder eatdflUMng it 
Mi op potaa on mm ttt vUdM at rate# BO to 95 par foot Mlor m 
lonrte of tbooo artlelee la flaoal poor 1910* Both tboee products em- 
otdnrsd MMMMqr to tbo HdUpdo o ooo oo r ud tbooo fir dtfch domestic 
oObofcltotio are er can be aaii atatldbls ova laoladed. tigWgr par cent 
q£ Mm IflpwM quotas vfll lt ixtooiiii to utobtUhii loportiro and tte 
raaiobr oot oatdo far — i apfiHaenlo. Ch a statistical basis the w a n e or e 
vodU radaas laocrio by pnradjotdj afllion. 

Via Central Book will* don it# arpnisatlon ond aroeodaroo are oap toMd , 
oconrt Via Philippine Monetary syatan frn its present dollar ernbanga standard 
to a aoaatad qretae. the Mat Pinaaoa Comdsodon in r e c ora me oding this de- 
parture fat tbo atop wae aaeesaaiy In order to faoilitato domestic financing 
and b e tt er control osar tbo 0000x7*0 eocnoedo developnonl. Bignel Cuaderno, 
Mho heodert tbo Philippine Beotian of tbo P&nanao Codaalo, resigned a a 
Secretary of Flnanoe to htaono Governor of the C astral Bade* Gnadeomo la 
Ittplj responsible for the Central Bade loglal a tinn and far wall qualified 
for the poeltlau Ha will* at the outset, be aaaiatad by a eantral baddng 
oqprt Bran the US Federal Hos er ra Basic. 

Both iapert ecntrol and eantral baddng legislation have received 
oppoaltlon Bran PS bnato— a In taraa t a la the Philippines. 2h negotiating 
ifttb tbo brU Bade for loona to linoiai hydroelectric projects, hooaror, 
Bdllppins raor spent otiveo no* andor frooaora to eany oat tbooo —t b ut as 
Mhioh had been rosoanadM by tbo Joint Finanoa Corned oolen. B a re la llttla 
qneatlon that they era logical atepa la the aao l ve pent of an Indapendoit 
aocno or If eeoadly adedaietered. lbeir lapUnentatlon oerks a recognition 
on tbo oart of the Ptdlipnine Ooronaont that preparation for an anticipated 
'Hrrnt* in aitrani dlnaij laooao Bros tba ns can not too long bo delayed. 




